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HIGHLIGHTS OF BURUNDI'S PERFORMANCE

Economic Growth

Following over a decade of conflict, Burundi has the lowest per capitaincomein the
world. Recent growth has been too slow and erratic to improve living standards, and
the investment rate is too low to support rapid growth.

Poverty According to the latest household survey datafor 2002, 68 percent of the peoplelive
in absolute poverty.

Economic The labor force is concentrated in subsistence farming; there is an urgent need to

Structure improve small farm productivity.

Demography and Burundi is asmall country with very high population density. Recent political

Environment stabilization may result in a population boom that would strain existing systems,
including environmental resources. In addition, adult literacy rates are low.

Gender Gender inequity is a major impediment to economic development.

Fiscal and Inflation is moderate, but macroeconomic stability is precarious. Government

Monetary Policy

expenditure soared to 42 percent of GDP in 2004, while revenue was below 20 percent
of GDP; grants cover most of the difference.

Business
Environment

To generate rapid growth, Burundi needs to establish an attractive investment climate.
Y et Burundi is below average for sub- Saharan Africa on most indicators of the quality
of the legal and regulatory environment.

Financial Sector

Considering the recent conflict, banking indicators such as credit to nongovernment,
the degree of monetization, and real interest rates are relatively good compared to
regional benchmarks.

External Sector

Burundi ismaking good progress with structural reforms, but the ratio of trade to GDP
isunusually low, and barriers to global integration remain high. The high
concentration of exports on coffee and tea creates vulnerability to fluctuationsin
yields and international prices.

Economic Burundi’s poor infrastructure is a serious impediment to growth. Some signs of recent

Infrastructure improvement can be seen, such asrising Internet usage and telephone density, albeit
from very low levels.

Health Health conditions are poor, as reflected in avery low life expectancy and high
prevalence of HIV/AIDS.

Education Education levels are extremely low, though there are signs of improvement.

Employment and
Workforce

Burundi has a very high rate of labor force participation, indicating that child labor is
widespread and that every able person has to work.

Agriculture

Agricultureis performing very poorly even though it is the most critical sector of the
economy.

Note: This table summarizeshighlights of the performance evaluation, which is based primarily on
comparative benchmarking, though absol ute standards are also taken into account. The methodology is
explained in the Appendix.
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BURUNDI: NOTABLE STRENGTHS AND WEAKNESSES—
SELECTED INDICAT ORS?

Indicator, by Topic Notable Strengths Notable Weaknesses

Per capita GDP (PPP$ and US$) v

Real GDP growth (% change) v

Poverty headcount, by national poverty line (%)

Adult literacy rate(%)

Adult literacy rate (ratio of maleto female)

Government expenditure (% GDP)

Regulatory quality index

Domestic credit to the private sector v
Real Interest rate v

Trade (% of GDP) v
Concentration of exports v

Telephone density (lines per 1,000 peopl€)

Access to improved water source (% population) v

Child immunization rate (%) v

Life expectancy at birth (years) v

Public health expenditure (% GDP) v
E

Net primary enrollment rate (% ) v

Persistence in school to grade 5 (%) v

2The chart identifies selective indicators for which Burundi’s performance is particularly strong or weak
relative to benchmarks; details are discussed in the text. The separate Data Supplement presents afull
tabulation of the data examined for this report, including the international benchmark data, along with
technical notes on data sources and definitions.



BURUNDI: NOTABLE STRENGTHS AND WEAKNESSES—SELECTED INDICATORS v

Indicator, by Topic Notable Strengths Notable Weaknesses

Youth literacy rate(%) v

Employment and Workforce

Labor force participation rate (%) v
Rigidity of employment index v

Agriculture

Agricultural value added per worker (1995 US$) v






1. Introduction

This paper is one of a series of economic performance assessments prepared for the EGAT
Bureau to provide USAID missions and regiona bureaus with a concise evaluation of a broad
range of indicators relating to economic growth performance in designated countries. The report
draws on avariety of international data sources! and uses international benchmarking against
reference group averages and comparator countries (in this case, Uganda and Rwanda) to identify
major trends, constraints, and opportunities for strengthening growth and reducing poverty.

The methodology used here is analogous to examining an automobile dashboard to see which
gauges are signaling problems. Sometimes a blinking light has obvious implications—such as the
need to fill the fud tank. In other cases, it may be necessary to have a mechanic probe more
deeply to assess the source of the trouble and discern the best course of action.2 Similarly, the
Economic Performance Assessment is based on an examination of key economic and social
indicators, to see which ones are signaling problems. In some cases a“ blinking” indicator has
clear implications, while in other instances a detailed study may be needed to investigate the
problems more fully and identify an appropriate course for programmatic action.

The analysis is organized around two mutually supportive goas: transformational growth and
poverty reduction.3 Rapid and broad-based growth is the most powerful instrument for poverty
reduction. At the same time, measures aimed at reducing poverty and lessening inequality can
help to underpin rapid and sustainable growth. These interactions create the potential for
simulating a virtuous cycle of economic transformation and human devel opment.

Transformational growth requires a high level of investment and rising productivity. Thisis
achieved by establishing a strong enabling environment for private sector development,
involving multiple elements: macroeconomic stability; a sound legal and regulatory system,
including secure contract and property rights; effective control of corruption; a sound and
efficient financial system; openness to trade and investment; sustainable debt management;
investment in education, health, and workforce skills; infrastructure development; and sustainable
use of natural resources.

1 Sourcesinclude the latest data from USAID’ sinternal Economic and Social Database (ESDB) and
readily accessible public information sources. The ESDB is compiled and maintained by the Devel opment
Information Service (DIS), under PPC/CDIE. It is accessible to USAID staff through the Agency intranet.

2 Sometimes, too, the problem is faulty wiring to the indicator—anal ogous here to faulty data.

3 InUSAID’ s White Paper on U.S. Foreign Aid: Meeting the Challenges of the Twenty-first Century
(January 2004), transformational growth isacentral strategic objective, both for itsinnate importance as a
development goal, and because growth is the most powerful engine for poverty reduction.
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In turn, the impact of growth on poverty depends on policies and programs that create
opportunities and build capabilities for the poor.4 We call this the pro-poor growth environment.
Here, too, many elements are involved, including effective education and health systems; policies
facilitating job creation; agricultural development (in countries where the poor depend
predominantly on farming); dismantling barriers to micro and small enterprise development; and
progress toward gender equity.

The present evaluation of these conditions must be interpreted with caution, because a concise
analysis of this sort does not provide athorough diagnosis of the problems, or smple answers to
questions about programmatic priorities. For Burundi, the standard analytical limitations are
compounded by data problems and discontinuities due to the changing political situation. The
aim, then, isto spot signs of serious problems for economic growth, based on areview of selected
indicators, subject to limits of data availability and quality. The results should provide insight
about potentia paths for USAID intervention, to complement on-the-ground knowledge and
further in-depth studies.

The remainder of the report discusses the most important results of the diagnostic analysis, in
three sections; Overview of the Economy; Private Sector Enabling Environment; and Pro-Poor
Growth Environment. Table 1-1 summarizes the topic coverage. The appendix provides a brief
explanation of the criteria used for selecting indicators, the benchmarking methodology, and a
table showing the full set of indicators examined for this report.

Table 1-1
Topic Coverage

Overview of the Private Sector Enabling Pro-Poor Growth

Economy Environment Environment
- Growth Performance - Fiscal and Monetary Policy - Hedth
- Poverty and Inequality - Business Environment - Education

- Economic Structure

- Demographicand

Environmental Conditions

- Gender

- Financia sector
- External sector
- Economic Infrastructure

- Science and Technology

- Employment and Workforce

- Agriculture

4 A comprehensive poverty reductionstrategy also requires programs to reduce the vulnerability of the
poor to natural and economic shocks. This aspect is nhot covered in the template since the focusis economic
growth programs. In addition, it is difficult to find meaningful and readily available indicators of
vulnerability to use in the template



2. Overview of the Economy

This section reviews basic information on Burundi’ s macroeconomic performance, poverty and
inequality, economic structure, demographic and environmental conditions, and indicators of
gender equity.1 Some of the indicators are descriptive rather than analytical, and are included to
provide context for the performance analysis.

GROWTH PERFORMANCE

With an estimated GDP per capita of $91 in 2004, Burundi is the poorest country in the world
(Figure 2-1, GDP Per Capita). Even before the civil conflict began in 1993, Burundi was one of
the most impoverished nations in the world, and years of war and instability critically worsened
the situation. From this destitute starting point, the need for sustainable economic growth is
unguestionable. During the five years to 2004, the growth rate averaged only 2.0 percent per year,
far too low to improve standards of living to a population that has been expanding by 1.9 percent
per year (Figure 2-2, Real GDP Growth). Real GDP growth reached 5 percent in 2004, but in
2003 it was —1.2 percent. This erratic behavior reflects the economy’ s reliance on coffee and tea
exports, which are subject to adverse weather conditions and fluctuating world prices. By World
Bank estimates, the economy needs a growth rate of 5 percent per year over and above the
population growth rate to reach pre-1993 levels by 2015.2 Thisis particularly challenging because
Burundi is smdl, densely populated, and landlocked. Y et afailure to achieve rapid growth will
condemn future generations to deep poverty.

The immediate cause of dow growth centers on low investment and low productivity, which
undoubtedly were worsened by decades of conflict. For 2003, gross fixed investment was
estimated at just 11.6 percent of GDP (Figure 2-3, Share of Gross Fixed Investment). For the
private sector aone, the latest data (for 2002) indicate that gross fixed investment totaled just
2.5 percent of GDP. Thus, government investment has been more than quadruple the investment
in the private sector. To sustain even moderate growth, Burundi requires gross fixed investment
rates comparable to those in Rwanda and Uganda (20.2 and 20.3 percent of GDP, respectively),
which should be heavily weighted toward private investment (which accounts for 12.8 and 16.5
percent of GDP in Rwanda and Uganda, respectively).3 Similarly, the data suggest that

1 A separate Data Supplement provides afull tabulation of the data for Burundi and the international

benchmarks, including indicators not discussed in the text, as well as technical notes on the data sources
and definitions.

2 World Bank, Burundi, Country Brief website, updated March 2005.

3 The data on private investment for Rwanda and Uganda come from the statistical tablesin IMF Country
Reports 04/383 and 05/172, respectively.
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investment productivity has been poor in Burundi. The five-year average incremental capital
output ratio (ICOR) of 8.8 showsthat nearly $9 of gross investment has been needed per $1 of
extra output. Thisis amost triple the investment required in Uganda and Rwanda (Figure 2-4,
Investment Productivity), implying very low productivity. Labor force productivity in fact
declined in the five years to 2003 (latest data). The underlying factors contributing to Burundi’s
low levels of investment and productivity poor performance are examined in sections 3 and 4.

Figure 2-1
GDP Per Capita (current US$)

Burundi’s per capita GDP isthe lowest in the world
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OVERVIEW OF THE ECONOMY

Figure 2-2
Real GDP Growth (Percent)

Growth is erratic and has been negative in two of last five years
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Figure 2-3
Share of Gross Fixed Investment (percent of GDP)
Gross fixed investment is extremely low, but shows improvement
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Figure 2-4
Investment Productivity (ICOR)

Approximately $9 of investment has been needed to get $1 of extra output
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POVERTY AND INEQUALITY

Poverty in Burundi is severe and pervasive. Sixty,-eight percent of the population lived below the
nationa poverty linein 2002. Thisisworse than all the benchmarks. Rwanda's rate is 60 percent,
Uganda'srate is 35 percent and the regression benchmark—uwhich estimates the expected poverty
level for acountry with Burundi’ s characteristics—is 56 percent.# This redlity is reflected in the
percentage of the population living on a diet that is insufficient for minimum energy

requirements. 70 percent. As shown in Figure 2-5, this is more than double the average for low-
income Africa (hereafter, L1 Africa) and for al low-income countries (Figure 2-5, Population
below Minimum Dietary Consumption), and also far worse than in Rwanda and Uganda. Thisisa
grave concern because undernourishment seriously affects labor productivity and earning

capacity.

A broader measure of poverty, the UNDP Human Poverty Index (HPI), which takes into account
access to safe water, literacy, and hedlth, as well as nutrition, Burundi's score of 45.8 for 2002
ranked the country 82nd in deprivation out of 95 developing countries.® By this poverty gauge,
deprivation in Burundi is similar to the LI Africa average of 45.0 and Rwanda' s score of 44.7.

4 National poverty lines differ across countries, thus cross-country comparisons must be interpreted with
caution. Due to insufficient poverty datain the World Development Indicators 2005 for other countriesin
the region, the regional averages cannot be used here as a benchmark for comparison.

5 Burundi’ s score was 45.8 in 2002. The Human Poverty Index ranges from 0 (no deprivation) to 100
(extreme deprivation). UNDP, Human Development Report 2004, Cultural Liberty in Today’s Diverse
World. http://hdr.undp.org/statistics/data/indic/indic_17 1 1.html
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Uganda s score of 36.4 indicates that much better conditions can be achieved through strong
growth and a pro-poor policy environment.

Figure 2-5
Population below Minimum Dietary Energy Consumption (percent)

The percentage of population suffering from inadequate dietary energy consumption is
among the highest in the world
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Burundi’s main strategies to combat poverty, as outlined in the Interim Poverty Reduction
Strategy Paper (PRSP, January 2004), focus on resolving problems of governance and insecurity,
stabilizing the macroeconomic framework, improving access to basic socia services, improving
social protection for war victims, controlling HIV/AIDS and other epidemics, and struggling for
gender equdity. Donor programs in these areas may help Burundi start on the long path of
poverty reduction. The fina PRSP is scheduled for release in 2005; its completion will be an
important sign of commitment by Burundi’s government to address the poverty problem.

ECONOMIC STRUCTURE

The structure of output in Burundi is indicative of avery low level of development. Over the five
years to 2003, the share of GDP originating in agriculture fell fal dightly to 49 percent, but
remains far higher than all benchmark standards; the shares in industry® and services rose
marginally to about 19 and 32 percent, respectively. The manufacturing sector is comprised
mostly of small and medium enterprises engaged mostly in agricultural processing, beverages,

6 |n addition to manufacturing, “industry” includes mining and quarrying, electricity, gas and water, and
construction.
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consumer goods, textiles, hides and skins, and construction material. Key factors contributing to
the stagnant economic structure are physical isolation, poor transport facilities, high population
density, and serious land degradation, as discussed below.

Agriculture employs 93 percent of the labor force. Only 2 percent of workers are engaged in
industry; yet they produce close to 20 percent of GDP. The service industry employs just

4 percent of the labor force but produces nearly athird of GDP. Clearly, labor productivity in
agriculture is extremely low compared to the other sectors (Figure 2-6, Labor Force and Output
Structure). There is animmediate and critical need for the government and donors to develop
programs for increasing productivity in agriculture. At the sametime, the rapid creation of
opportunities outside agriculture is essentia to increase incomes and stimulate economic
transformation.

Figure 2-6
Labor force and output structure, percent of GDP

Agricultural sector productivity is extremely low
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DEMOGRAPHY AND ENVIRONMENT

Burundi is a smdl, landlocked country with the second-highest population density in LI Africa’
With 90 percent of its 7 million people living in rura settings, Burundi is also one of the least
urbanized countriesin the world. Most of the volcanic arable land, which accounts for alarge

7' U.S. Department of State, Bureau of African Affairs, Background Note: Burundi, June 2005.
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share of the territory, is entirely devoted to agriculture, making small-scale subsistence farming
the largest economic activity. But population pressure is accelerating environmental degradation,
and soil erosion is reducing productive potential. A new index, the Environmental Sustainability
Index (ESI), combines data on 76 environmental variables. Burundi’s score of 40.0 (out of 100) is
well below the regression benchmark of 46.3 and the average for L1 Africa of 44.9, aswell asthe
scores for Rwanda (44.8) and Uganda (51.3). Components of the ESI reveal serious problems
with population stress on the land, ecosystem stress, weak science and technology, and poor
human sustenance.

Burundi’s estimated population growth rate of 1.9 percent for 1999-2003 is below the average of
2.3 percent for L1 Africa, but virtually the same as the trend in GDP growth of 2.0 percent (2000-
2004), leading to stagnant living conditions. The slow population growth rate is evidently due to
emigration and high mortality, because the total fertility rate (TFR) remains very high, a 5.7 in
2003.8 With a calming of the conflict, mortality rates are likely to decline and refuges will return,
as common in post-conflict situations, resulting in alooming population boom. In fact, the United
Nations reports a drastic increase in the numbers of refugees returning from Rwanda and
Tanzania since the June elections.® A substantial increase in population will not only put a strain
on social services and environmenta resources, but also increase the rate of GDP growth needed
for effective poverty reduction. Furthermore, population pressure on the land can itself cause of
palitical instability, in the absence of new economic opportunities and rising living standards.

Reflecting the high fertility rate, each person of working age in Burundi has 0.92 dependents.
This is comparable to the dependency rates for LI Africa, Rwanda, and Uganda. Indeed, the entire
region has nearly one dependent per person of working age. This high level of age dependency is
both a symptom and a cause of deep poverty. On a positive note, the estimated dependency rate
for Burundi declined marginally, from 0.96 in 1999, and the estimated TFR has aso fallen, from
6.3 in 1997. With the restoration of peace and security, these numbers may trend upward.

Another vital characteristic of the population is the adult literacy rate. At 50.4 percent in 2002,
the literacy rate in Burundi is very low by al standard comparisons (Figure 2-7, Adult Literacy
Rate). Nonetheless, the trend was favorable from 1998to 2002. This is a significant achievement
(if the estimates are accurate) because adult literacy is usually dow to change, as an indicator of
the stock of basic human capital.10

8 World Development Indicators, 2005. The TFR is the number of live births an average woman would
have over the course of her child-bearing years, given prevailing age-specific fertility and mortality rates.

9 United Nations High Commission for Refugees, Press Briefing, August 12, 2005,

http://www.unog.ch/80256EDDO06BOC2E/(httpNewsByY ear_en)/E025B92711B5431DC125705B0051C0
4670OpenDocument

10 see UNESCO, EFA Global Monitoring report 2003/4 at http://portal .unesco.org/education/en/
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Figure 2-7
Adult Literacy Rate

The adult literacy rate is very low, but risng
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The Interim PRSP indicates that cultural biases restricting women's access to resources and
problems in integrating women into decision-making bodies are major impediments to gender
equity in Burundi. These problems are reflected in the adult literacy rate, which is 53 percent
higher for men than for women; this degree of disparity is far greater than in the benchmark
groups and countries (Figure 2-8, Mde-to-Female Adult Literacy Ratio). Educating women isa
leading priority in part because of the effect of femae education on economic growth: better
educated women are more productive, have fewer children, are less prone to fal victim to
HIV/AIDS, and pass along better health and education to their children. Focusing on the school
age population, the gross enrollment rate for malesin 2002 was 31 percent higher than for
females, signaling a continuation of sharp gender imbalances in education. Here, too, the
disparity in Burundi isfar greater than the average for L1 Africa (20 percent) or the vaues for
Uganda (7 percent) and Rwanda (12 percent).

Another sign of gender disadvantage is seen in the life expectancy indicator. In most of the world,
women live significantly longer than men, often by five years or more in countries with higher
human development. In Burundi, life expectancy is nearly identical for both women and men, at
just over 41 years.

As stated in the interim PRSP, the conflict in Burundi has disrupted families and reinforced
gender imbalances. Reducing this inequality is essentia for poverty elimination because women
bear a disproportionate burden of lack of opportunities and access to education and health
services. Gender considerations should influence the design of al donor programs. For economic
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growth programs, assistance aimed at enhancing the productivity of subsistence farming,
promoting off-farm opportunities for women, and devel oping gender-sensitive microfinance
programs are possible priorities for donor consideration.

Figure 2-8
Male-to-Female Adult Literacy Ratio

Thereisa very large gender disparity in adult literacy
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3. Private Sector—Enabling
Environment

This section reviews indicators for key components of the enabling environment for encouraging
rapid and efficient growth of the private sector. Sound fiscal and monetary policies are essential
for macroeconomic stability, which is a necessary (though not sufficient) condition for sustained
growth. A dynamic market economy aso depends on basic ingtitutional foundations, including
secure property rights, an effective system for enforcing contracts, and an efficient regulatory
environment that does not impose undue barriers on business activities. Financia ingtitutions play
amagor role in mobilizing and allocating saving, facilitating transactions, and creating
instruments for risk management. Access to the globa economy is another pillar of agood
enabling environment, because the external sector is a central source of potential markets, modern
inputs, technology, and finance, as well as competitive pressure for efficiency and rising
productivity. Equally important is development of the physical infrastructure to support
production and trade. Finally, developing countries need to adapt and apply science and
technology as abasis for attracting efficient investment, improving competitiveness, and
stimulating productivity growth.1

FISCAL AND MONETARY POLICY

The government’s fiscal and monetary policies get mixed reviews. The inflation rate dropped
from 24.3 percent in 2000 to under 8 percent in 20042 (Figure 3-1, Inflation Rate), but this still
exceeded the IMF program target of 5.5 percent because of rising petroleum prices and higher-
than-programmed money-supply growth.3 At the same time, the government’ s fiscal posture is
poor. For 2004, the IMF estimates that the overall government budget deficit (including grants)
amounted to 8.0 percent of GDP, up sharply from 6.6 percent in 2003 and 1.4 percent in 2002.4

1 The Science and Technology section usually included in Economic Performance Assessments is
excluded from this report because of alack of data.

2 An MCA indicator.

3 IMF, Burundi: First Review under the Three-Y ear Arrangement under the Poverty Reduction and
Growth Facility and Request for Waiver of Performance Criteria, December 21, 2004.

4 Budget data for 2004 are IMF projections based on outturns through September. See IMF, Burundi:
First Review Under the Three-Y ear Arrangement Under the Poverty Reduction and Growth Facility and
Request for Waiver of Performance Criteria, December 21, 2004. The IMF program called for a primary
budget surplus of 0.5 percent of GDP; the actual deficit was 3.1 percent of GDP. The primary balanceis
calculated as the difference between revenue and primary expenditure, defined in this case as non-interest
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On acommitment basis, the IMF estimated a surplus for 2004 of 0.3 percent of GDP; the large
difference reflects donor support that did not materialize, totaling over 8 percent of GDP.
Nonetheless, donor grantsin 2004 till covered alarge share of the gap between government
expenditure (42.2 percent of GDP) and domestic revenue (19.4 percent of GDP).

Figure 3-1
Inflation Rate

I nflation appears to be coming under control
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The budget deficit has been driven by expenditures, which soared from 26 percent of GDPin
20002002 to an estimated 42 percent in 2004. A large increase in 2003 was triggered partly by
subsidies to cover losses in the coffee sector due to a drop in production related to drought and
falling world prices.> Although coffee production and earnings improved in 2004, government
expenditure continued to rise sharply. According to the IMF s Poverty Reduction and Growth
Facility (PRGF) review, thisincrease stemmed largely from outlays on the political transition and
peace process, and domesticaly financed component of donor-funded project spending.

expenditure plus domestically financed capital expenditure and net lending, excluding special programs
such as elections and DDR/SSR expenditures as well as foreign-financed projects.

5 The subsidies include payments to alarge state-owned coffee processor, which the government has not
succeeded in privatizing. IMF, Burundi: First Review, December 21, 2004.
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Although expenditures have climbed, revenue has fluctuated
between 19 and 21 percent of GDP in the past five years.”
Nonetheless, the IMF s PRGF review notes “buoyant receipts
from the income tax, reflecting strengthened tax
administration”® (Exhibit 3-1).

Monetary policy has been under pressure to accommodate
these large fisca deficits. In 2004, the broad money supply
grew by 18.6 percent, with net credit to government
accounting for 99 percent of this growth. On the brighter
side, credit to the private sector increased in line with the
growth of nomina GDP,” while interest rates and the
exchange rate remained reasonably stable.

The government has been taking serious steps to overcome
the unsustainable fiscal imbalances encountered in 2003 and
2004. Given the country’s extreme lack of resources, it is
imperative that the government manage its fiscal position
prudently, to establish a credible macroeconomic policy
environment for fostering private investment and maintaining
donor support.

BUSINESS ENVIRONMENT

15

IMF Program Status for Burundi

The IMF approved a three-year PRGF
arrangement for Burundi in January
2004. In the first PRGF review, in
January 2005, the IMF stated, “ The
overal program performance was
mixed owing to fiscal slippages and
delays in implementing structural
reforms. Notwithstanding these broadly
positive developments, Burundi faces
enormous challenges, including the
need to compl ete the political transition
and the demobilization of armed
combatants, to secure debt relief, and to
address widespread poverty and work to
meet the Millennium Development
Goals.

Ingtitutional barriers to doing business, including corruption in government, are critical
determinants of private sector development and prospects for sustainable growth. Compared to
regional benchmarks, Burundi’s performance on institutional indicators is about average for the
region; these standards, however, do not exemplify a strong enabling environment for private
investment. There is great need to reduce impediments to doing business and great scope to do so.

Corruption is the foremost problem. According to the World Bank Institute, only 6 percent of all
countries in the world rate worse than Burundi on its Control of Corruption Index, which isa
central indicator for Millennium Challenge Account (MCA) dligibility.8 According to the UN
Global Corruption Report—Central Africa 2003,° the entire region has failed to implement

effective ingtitutional and legal safeguards against corruption.

6 IMF, Burundi: First Review under the Three-Y ear Arrangement under the Poverty Reduction and
Growth Facility and Request for Waiver of Performance Criteria, December 21, 2004, page 9.

7 Theincrease in credit to government and the private sector sum to more than 100 percent of the increase
in money supply, because other components of money growth were negative, notably the change in net

foreign assets of the banking system.

8 The World Bank’s Control for Corruption Index is used in this report because Transparency
International has no datafor a Corruption Perception Index for Burundi. See

http://info.worldbank.org/governance/kkz2004/sc _country.asp.

9 Published by the UNPAN, http://unpanl.un.org/intradoc/groups/public/documents’/ APCITY/

UNPANO008452. pdf
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Burundi also receives a poor score on the World Bank’s Rule of Law index, another MCA
indicator . Thisindex shows the extent to which citizens have confidence in and abide by the rules
in society. On ascale of -2.5to 2.5, Burundi’s score is -1.5, well below the scores of Rwanda and
Uganda (-0.9 and -0.8, respectively) and the average for L1 Africa(-1.0). These findings are
corroborated by a composite index of Doing Business indicators,10 which shows that Burundi’s
ingtitutional environment is deficient even by regional standards. On a scale of 0 to 100, Burundi
scores 50.8, compared to an average of 56.4 for LI Africa (Figure 3-2, Doing Business Composite
Index).

Figure 3-2
Doing Business Composite Index

The regulatory environment iswor se than average for sub-Saharan Africa
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These indicators convey a consistent message: ingtitutional constraints severely impair private
sector development. Consequently, programs to control corruption and promote institutional
reform should be the principal focus of donor agencies and the government.

FINANCIAL SECTOR

A sound, efficient, and competitive financial sector is a fundamental mechanism for mobilizing
savings, alocating financial resources, fostering entrepreneurship, and improving risk
management. Burundi’ s banking system is surprisingly robust given the extremely low level of
development. One basic indicator of financial development is the degree of monetization,

10 The composite index has been constructed for this report on the basis of guidance from USAID/EGAT.
See the technical notesin the Data Supplement for details.
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measured by the ratio of broad money (currency plus bank deposits) to GDP. For Burundi, the
ratio has risen from 19.9 percent in 1999 to 28.1 percent in 2004, well above the LI Africa
average (21.6 percent), aswell the figures for Rwanda (17.5) and Uganda (18.9). Another
favorable sign is that real interest rate on loans, at 5.9 percent in 2003, is lower than the
benchmarks, though with fluctuations from year to year. Domestic credit to the private sector is
surprisingly high at 25.3 percent of GDP in 2004; the corresponding figure for the comparator
economies is 11 percent or less11 Unfortunately, sources do not provide data on the interest rate
spread (lending rate minus deposit rate), a gauge of efficiency in the banking system.

Two indicators suggest that major obstacles to financial development still exist. First, the cost to
create collateral (38.3 percent of per capitaincome) iswell above the L1 Africa average of
27.0 percent and Uganda' s score of 11.9 percent!? (Figure 3.3, Cost to Create Collateral).

Figure 3-3
Cost to Create Collateral (percent of per capita income)

The cost to create collateral is very high relative to income
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Note: Data are not available for Rwanda. 23sl

11 These figures are questionable, since they imply that domestic credit to the private sector is nearly as
large as the money supply, which is 28.1 percent of GDP. Data come from WDI 2005, and the IMF’ s |atest
PRGF review (December, 2004, Table 4, page 25).

12 No figure is available for Rwanda.
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Also, Burundi’s Country Credit Rating Index from the Ingtitutional Investor is 13.1 (on a 0-100
scae), whereas the LI Africa averageis 18.9, Rwanda's scare is 14.5, and Uganda's 21.2.13 These
indicators suggest that important institutional constraints need to be addressed to strengthen the
financia system. Neither do these indicators shed light on the availability of banking services or
the quality of bank credit. Ensuring a sound banking system is a paramount concern, because a
banking crisis undermines the foundation for growth.

EXTERNAL SECTOR

Fundamental changes in international commerce and finance, including reduced transport costs,
advances in telecommunications technology, and lower policy barriers, have fueled arapid
increase in global integration over the past 25 years. The international flow of goods and services,
capital, technology, ideas and people offer great opportunities for Burundi to boost growth and
reduce poverty by stimulating investment, productivity, and efficiency; providing access to
broader markets and new ideas; and expanding the range of consumer choice. Globalization aso
creates new challenges in the need for ingtitutions, policies, and regulations to take full advantage
of international markets, develop cost-effective approaches to cope with adjustment costs, and
establish systems for monitoring and mitigating the associated risks.

International Trade and Current Account

The most common indicator of opennessis the ratio of exports plus imports to GDP (Figure 3-4,
Trade Ratio). For the five-year period 2000-2004, this trade ratio averaged just 35.7,14 which is
significantly below the regression benchmark (67.4) and the average for L1 Africa (59.7).

However, the trade ratios for Uganda (38.7) and Rwanda (36.2) are aso very low, suggesting that
being landlocked in the center of Africais afundamenta barrier to trade. Even so, Burundi’s
trade regime remains restrictive. According to the Millennium Challenge Corporation, Burundi’s
score on the Trade Policy Index (TPI) from the Heritage Foundation isa 5 (on ascale from 1,
excellent, to 5, very poor). This indicates that trade barriers are serioudy hindering the free flow
of foreign commercel> Under the IMF-supported reform program, the authorities are
implementing structural reforms to reduce the number of tariff bands and the import duty rates,
lift some trade restrictions, and liberalize the coffee sector.16 In addition, Burundi joined the
COMESA free trade agreement in 2004, eliminating duties on imports from partner countries.
These are important steps to overcome the constraints imposed by a very small and impoverished
domestic market.

13 An MCA indicator.

14 Data for 2004 are IMF projections made after or on September 2004 for the IMF’s Burundi: First
Review under the Three-Y ear Arrangement under the Poverty Reduction and Growth Facility and Request
for Waiver of Performance Criteria, December 21, 2004.

15 The Heritage Foundation website does not present a score for Burundi after 2000 (when it was 4.0),
though information is provided through 2003. The score of 5.0 from the Millennium Challenge Corporation
is evidently an estimate using the Heritage Foundation methodol ogy.

16 IMF, Burundi: First Review under the Three-Y ear Arrangement under the Poverty Reduction and
Growth Facility and Request for waiver of Performance Criteria, December 21, 2004.
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Figure 3-4
Trade Ratio (Exports plus Imports as Percent of GDP)

Burundi remains poorly integrated into the world economy
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Currently, however, exports are concentrated in coffee and tea, leaving the country highly
vulnerable to price shocks and weather fluctuations. There is adight trend toward diversification,
with food production (mostly coffee and tea) dropping to 93.1 percent of total exports in 2002
(latest data), from 99.1 percent in 1998. Starting from an extremely low base, export earnings
have been increasing fairly rapidly, but with large fluctuations in the growth rate from year to
year. For the period 2000-2004, export growth averaged 14.9 percent per year, which exceedsdl
benchmark standards (Figure 3-5, Growth of Exports). Taken together, these indicators suggest
that the most pressing need is for programs to foster export diversification, a point the
government is well aware of.

The overall current account deficit has averaged 9.1 percent of GDP over the period 2000—2004;
thisis close to the regression benchmark of 8.4 for an African country with Burundi’s level of
income. The sustainability of this deficit depends entirely on continued access to international
financial support, as discussed below.
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Figure 3-5
Growth of Exports (Goods and Services)

Exports have been recovering rapidly, even with a drop in world coffee prices
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International Financing

In early August 2005, Burundi reached the decision point under the enhanced HIPC program,
which required completion of the interim PRSP and satisfactory compliance with the IMF
program arrangement.1” This event is crucial, because the country has faced an unmanageable
and unsustainable debt burden (Figure 3-6, Present Value of Debt). At 150.4 percent of GDP, the
present value of Burundi’ s debt obligations was more than double the benchmark standards. Asa
result, Burundi qualified for interim debt relief covering over 90 percent of the present value of
the country’ s external debt. Given the low level of export earnings and negligible inflows of
private capital, Burundi relies heavily on foreign aid to cover its debt service payments, aswell as
the costs of reconstruction, political rehabilitation, and economic development. Lower debt
service costs therefore free up resources for other pressing needs. In addition, new foreign
assistance must center on grants or loans on very lenient terms to minimize building up new debt.

17 IMF, Press Release, August 5, 2005.
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Figure 3-6
Present Value of Debt (percent of GNI)

Before HIPC debt relief, the present value of debt was more than double the benchmark standards
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In 2003, foreign aid amounted to 39.0 percent of GDP, more than double the benchmark
standards (Figure 3-7, Aid), and ailmost twice the value of exports of goods and services. The
high inflow of foreign aid is both a sign of donor support for post-conflict reconstruction and an
opportunity to set the country on a development path and establish more favorable conditions to
attract private investment. The situation also gives donors an opportunity to encourage broader
and deeper reforms. Since Burundi has ongoing programs with the IMF and the World Bank,
there are grounds for optimism that the government will pursue the reforms that are needed to
improve the climate for private investment. With the anticipated release of the full PRSP in 2005,
Burundi will be a step closer to finalizing its debt reduction through the HIPC process.

In addition to success in obtaining debt relief, and recent growth of exports, there are other
positive signsin the externa sector. Internationa reservesrose from acrisislevel of 1.3 months
of importsin 2001 to more than 4 months of imports in 2004. The restitution of reserves reduces
the risk of instability and improves confidence in the government’ s ability to manage the
economy. The government also implemented foreign exchange auctions starting in 2000 to
reduce imbalances between the supply and demand for foreign exchange and provide more
efficient price signals to the market.18 Following the opening of private foreign-exchange

18 |MF, Burundi: First Review Under the Three-Y ear Arrangement Under the Poverty Reduction and
Growth Facility, December, 2004.

24p8
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bureaus, the differential between the official and parallel exchange rates closed to about 3 percent
in 2004, indicating success in establishing market-determined rates.19

Figure 3-7
Aid (percent of Gross National Income)

Reliance on foreign aid ishigh and rising
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On balance, though, the good news is meager. Burundi faces great challengesin stimulating
export growth, and will haveto rely heavily on foreign aid for years to come. Aggressive reforms
are needed now to begin the long process of stimulating and diversifying exports, and improving
the climate for attracting private foreign investment, so that the country can gradually reduce its
vulnerability to commodity price shocks and its dependency on aid.

ECONOMIC INFRASTRUCT URE

A country’s physica infrastructure—for transportation, communications, power, and information
technology—is the backbone for improving competitiveness and expanding productive capacity.
In every respect, Burundi’s infrastructure is in very poor condition, as expected for a country that
has suffered through a prolonged civil war and where tensions continue. According to the interim
PRSP (January 2004), a great deal of infrastructure was destroyed during the years of conflict,
and an acute shortage of basic infrastructure services remains to support the productive sector.
Congtraints relating to water supply, energy transmission, transportation networks, and
communication systems prohibit the growth of manufacturing even where vaue added is high.

19 Calculations based on IMF, Burundi: First Review under the Three-Y ear Arrangement under the
Poverty Reduction and Growth Facility, December, 2004. Figure 2, page 20.
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Rura electrification is also an issue throughout the country; even in years of surplus harvest, the
lack of facilities to preserve and process the crops leads to high spoilage losses, a high price to
pay in acountry that relies so heavily on agriculture for its livelihood.

Very few hard dataare available for benchmarking the quality of Burundi' s infrastructure. The
Globa Competitiveness Report, which is the main source for infrastructure indicators for this
series of country reports, does not cover Burundi. Also not available are standard WDI data on
electricity production and consumption, the rail network, and paved roads.20 The absence of
infrastructure data, in itself, is indicative of the fact that infrastructure has been largely neglected.
The few figures that are available confirm the poor conditions. Looking at communications
infrastructure, the telephone density in Burundi—12.4 lines per 1,000 people in 2003—is just a
third of the average for L1 Africa (37.9 lines), and well below the figure for Uganda (32.7 lines).
Telephone density in Rwandais also very low (16.4 lines), but still better than in Burundi.
Nonetheless, the trend is positive; since the signing of the peace accords, telephone density has
increased fourfold. The Internet infrastructure is also poorly developed. The country had just 2.0
Internet users per 1,000 people in 2003. This figure has risen steadily over the past few years but
istill below LI Africa’s average of 4.3 users per 1,000 people and the levels in Rwanda (3.1) and
Uganda (4.9).

For Burundi’ s authorities and the donor community, the rehabilitation and expansion of market-
supporting infrastructure and social infrastructure destroyed by the conflict is one of the foremost
priorities for helping the country get on track for sustainable and equitable long-term growth.

20 Although these are not standard indicators, they were considered due to lack of Global
Competitiveness Report data.






4. Pro-Poor Growth
Environment

Rapid growth is the most powerful and dependable instrument for poverty reduction, yet the link
between growth and poverty is not mechanical. In some countries, the structure of development
fosters income growth for poor households that is faster than overal per capitaincome growth,
while in other settings growth benefits the non-poor disproportionately. A pro-poor growth
environment stems from policies and institutions that improve opportunities and capabilities for
the poor, while reducing their vulnerabilities. These characteristics are associated with
improvementsin primary health and education, the creation of jobs and income opportunities, the
development of skills, micro-finance, agricultural development (for countries like Burundi with a
large population of rural poor), and gender equality.® This section focuses on four of these issues
that contribute to pro-poor growth: health; education; employment and the workforce; and
agricultural development.

HEALTH

The provision of basic hedlth service is amagjor form of human capita investment and a
significant determinant of economic growth and poverty reduction. Even though health programs
do not fall under the EGAT bureau, an understanding of the hedlth status of the population can
influence the design of growth interventions.

Burundi' s performance on health indicators is mixed: many indicators paint a dire picture, while
others show a commitment to improvements. On the broadest indicator of health status, life
expectancy, Burundi’s performance is poor. For 2003, average life expectancy was just 41.6
years. Thisis smilar to those of Rwanda (39.8 years) and Uganda (43.2 years), but well under the
tragically low average for LI Africa (46.2 years), aregion suffering from poverty and HIV/AIDS.
The prevalence of poor health and premature death affects all aspects of the economy, including
labor productivity, saving rates, the delivery of public services, and the education of future
generations.

The prevalence of HIV/AIDS among adults in Burundi stood at 6.0 percent at 2003, exceeding dl
benchmarks (Figure 4-1, HIV Prevalence). The need to fight this pandemic is one of the main
themes stressed in Burundi’s interim PRSP. At the current prevalence rate, there is a high risk of

1 Since this report focuses on economic growth performance, the template does not cover emergency relief or
saf ety nets.
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the virus spreading quickly through the population, especialy as mobility is restored with the
winding down of the conflict. If this were to happen, the associated economic burden would be
enormous — for families, communities, businesses, government budgets, and the economy as a
whole.

Figure 4-1
HIV/AIDS Prevalence (percent)

HIV prevalenceishigh, and thereisa seriousrisk that it will spread more widely
Burundi Global Standing

Highest-five average

30.2

37 60

5.1
4.4

3.1 M BDI

Burundi Low-Income Sub-  Low-Income Rwanda Uganda

Saharan Africa Lowest-five average

Source: UNAIDS. 31p1l

Ancther troubling indicator is the estimated maternal mortality rate (MMR): 1,000 deaths per
100,000 births. Thisis well above the average of 880 for LI Africa, which is aso the figure for
UgandaZ? It is better, though, than the estimated MMR for Rwanda (1,400), as well as the
regression benchmark for a country with Burundi’ s characteristics (1,210). The high incidence of
undernutrition (see Poverty section) is likely to play a mgor role in maternal deaths, asis the lack
of hedlth personnel. The percentage of births attended by skilled health personned (25.2 in 2002)
is one of the lowest in the world. The ratio of government health expenditure to GDP has aso
been among the worst in the world; at an estimated 1.0 percent of GDP in 2004, health spending
isless than haf the average for LI Africa (2.1) and the standards achieved in Rwanda (3.2) and
Uganda (2.1). Recalling that GDP is the lowest in the world, the paucity of public sector
financing for hedlth programsis even more glaring. At a minimum, the budget process should
aim at increasing health expenditure to the regional average as a percentage of GDP, but strong

2 UN Millennium Indicators Database states that the rate is based on the regression results, rather than
actual figures.
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donor support will be needed to make serious gains in hedth status. More fundamentally, along
period of rapid growth is needed to overcome budget constraints that hamper the health system.

Another sign of poor health is the high prevalence of child malnutrition, which was estimated at
45.1 percent in 2000 (latest data). Thisis significantly worse than the average for LI Africa
(30.8), and the rates in Uganda and Rwanda, (24.3 and 22.9 percent, respectively). The poor
nutrition status of children bolsters the urgency of donor support for programs to improve food
security, income opportunities for poor households, and education programs for women.

Signs show, however, that the government is committed to achieving better health conditions.
Access to improved water sources stood at 79.0 percent in 2002, above al the benchmarks. The
child immunization rate of 74.5 percent is also commendable, given that the average for L1 Africa
isjust 69.0 percent; nonetheless, it iswell below the achievements in Rwanda (93 percent) and
Uganda (81.5 percent).

EDUCATION

Many of Burundi’s education indicators are on par with regional benchmarks, and most show
improvement, but far more resources will be needed for the country to reach a higher platform of
human capital development. The net primary enrollment rate climbed from 44.7 percent in 1998
to 57.4 percent in 2002 (latest data). The latter figure is well above the regression benchmark for
a country with Burundi’s low level of income. Even so, it is below the LI Africa average of

64.3 percent and far inferior to Rwanda' s achievement of 86.7 percent3 As discussed in the
gender section, the gender disparity is large, with net enrollment rates of 52 percent and

62 percent for female and male children, respectively. Both figures, however, have risen rapidly
in recent years. Though enrollment rates remain low, the persistence of studentsto grade 5 (total,
male, and female) is better than the regional and country comparisons, although the latest data are
from 2001. The total persistence rate is 67.5 percent, significantly above the regression
benchmark of 57.1 percent.

Asalegacy of low enrollment in prior years, youth literacy remains very low, at 66.1 percent in
2002 (latest data). By comparison, the youth literacy rate in Rwanda has reached 84.9 percent and
in Uganda 80.2 percent. Here, too, there have been clear signs of improvement, with youth
literacy rising from 61.5 to 66.1 percent in the five years to 2002. With rising enrollments and a
high rate of persistence in school, the youth literacy rate should continue to rise steadily.

Even so, greater investment is needed in education if Burundi is to unlock the potentia of its
labor force (Figure 4-2, Primary Education Expenditure). At 1.3 percent of GDP, government
expenditure on primary education falls short of the LI Africa average (2.0 percent), and the levels
observed in Rwanda (1.8 percent) and Uganda (1.5 percent).# This low ratio, coupled with the
extremely low and stagnant per capita GDP, signifies that government expenditure on primary
education is insufficient. One must not be mided by data showing that expenditure per student as
apercent of GDP per capitais high in Burundi relative to regional standards (for primary,

3 UNESCO Institute for Statistics does not provide data on Uganda for thisindicator.
4 Thisisan MCA indicator.
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secondary, and tertiary levels), because the base for this ratio—GDP per capita—is less than half
the benchmark values and the number of students remains very low relative to the school age
population.® The need to increase income levels is urgent to allow the government to provide
adequate education and health services.

Figure 4-2
Primary Education Expenditure (percent of GDP)

Spending on education is extremely low
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The quality of education is aso a concern, as suggested by the pupil-to-teacher ratio in primary
schools, which stood at 49.9 pupils per teacher in 2002. Thisratio is abit higher than regional
average of 46.9, but dightly better than the figures for Rwanda (59.9) and Uganda (52.7).
Furthermore, the pupil-teacher ratio has fallen from 57.0 in 1998, perhaps indicating government
commitment to improvement.

The bottom lineis that education is a key to development. It resultsin a more productive labor
force and creates a profound socioeconomic impact on families and on society asawhole. The
educational system in Burundi needs to improve, especialy in light of the country’s youthful and
growing population; to achieve thisimprovement, expenditure on education needs to rise. As for
health, sustained donor support will be needed to help Burundi achieve more in education. As
improvements in the quality and quantity of education contribute to economic growth, the

5 Burundi’ s expenditure per student was 12.5 percent, 63.5 percent, and 545.5 percent of GDP per capita
for primary, secondary, and tertiary, respectively. LI Africa’ s average expenditures were 11.8 percent,
33.0 percent, and 201.3 percent of GDP per capita.
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expanding economy will gradually relax the extreme resource constraint that fosters donor
dependency, leading to a virtuous circle of development.

EMPLOYMENT AND WORKFORCE

Burundi has one of the highest |abor force participation rates in the world, at 102.1 percent in
2003 (Figure 4-3, Labor Force Participation Rate). The ratio of workers to working age
population can exceed 100 percent only if many participants in the labor force fall outside the 15—
64 age group. The figure for Burundi therefore suggests widespread reliance on child labor, as
well as an immediate need for al able adults to work to support their families. The participation
rate in Burundi is notably higher than the LI Africa average of 86.3, but comparable to Rwanda' s
and Uganda' s levels of 109.7 percent and 99.1 percent, respectively. According to the interim
PRSP (January 2004), heavy demographic pressure combined with the collapse of the agricultural
sector during the conflict, a mismatch between jobs and skills, an unskilled labor force, and
pervasive underemployment all lead to a situation where wage earners do not make enough to
meet basic needs.

Figure 4-3
Labor Force Participation Rate (Total)

High labor force participation demonstrates that Burundians struggle to make a living
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The labor force is growing at an estimated rate of 2.3 percent per year, resulting in the need to
create jobs or income opportunities for roughly 90,000 workforce entrants per year. Asnoted in
the interim PRSP, the labor market is struggling under demographic pressure, with a severe
mismatch between skills and jobs, inadequate access to finance for many businesses, and rura
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underemployment. Donor interventions are needed to improve the business-enabling
environment, as well as for workforce development.

Job creation is also hindered by institutional impediments to hiring and firing. This can be seenin
the World Bank’ s Rigidity of Employment index. A high value of the indicator suggests that the
legal and regulatory environment impedes job creation and labor reallocation. On a scale ranging
from O (minimum rigidity) to 100 (maximum rigidity), Burundi’s score is 50 for 2004. While this
is better than the regression benchmark of 56 and the average for L1 Africa of 65, aswell as
Rwanda s exceedingly high score of 76, the degree of rigidity standsin stark contrast to Uganda' s
score of 7, indicating very flexible labor markets. Thus, Burundi’s index value is very high by
absolute standards, indicating that improvements in the regulatory environment are needed to
facilitate job creation, increase productivity, and make Burundi’s labor force more competitive.

AGRICULTURE

Burundi is an agricultural economy, so development of this sector isa critical determinant of
growth and poverty reduction. For an estimated 94 percent of the labor force, agriculture was the
main source of livelihood in 2001. Additionally, 49 percent of GDP and more than 93 percent of
export earnings are attributed to agriculture.

The agricultura sector is highly vulnerable to shocks and generally performs poorly. The level of
productivity per agricultural worker is one of the lowest in the world, averaging just $103.1 (in
constant 1995 US$) over the five years to 2003 (Figure 4-4, Agriculture Value Added per
Worker). This factor alone explains the high leve of poverty. The productivity indicator shows
that agriculture is exceedingly labor-intensive and is aresult of the high population density.
Subsistence farmers who lack the resources to buy inputs such as equipment, fertilizer, and high-
quality seed drive the low productivity. The poor conditions can also be seen in the growth of
agricultural value added, which averaged just 1.5 percent per year for the period 1999-2003. By
comparison, the average for LI Africais 4.2 percent. Rwanda (at 1.2 percent), and Uganda (at 2.3
percent) share with Burundi very low growth rates. The problems in agriculture are also evident
in an index of crop production and a similar index of livestock production (both from the FAO).
These indicators show that the production of crops and livestock has barely increased from the
average levels attained in 1989-1991. On a positive note, cered yields in Burundi (US$1,329) are
abovethe LI Africaaverage (1,063) and the figure for Rwanda (1,006), though far below that of
Uganda (1,641).

Given the vita importance of agriculture to the economy and to the vast magjority of poor
Burundians, and the very poor performance of the sector, policy reform in this sector iscritically
need, asare programsto enhance agricultural productivity and expand income opportunities for
the rural poor.
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Figure 4-4
Agriculture Value Added per Worker (constant 1995 US$)

Value added per worker in agricultureis extremely low
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Appendix. Indicator Criteria and
Benchmarking Methodology

CRITERIA FOR SELECTING INDICATORS

The scope of the paper is constrained by the availability of suitable indicators. Indicators have
been chosen to balance the need for broad coverage and diagnostic value, on the one hand, and
the need of brevity and clarity, on the other. The analysis covers 15 EG-related topics, and just
over 100 variables. For the sake of brevity, the write-up in the text highlights issues for which the
“dashboard lights’ appear to be signaling problems, which suggest possible priorities for USAID
intervention. The accompanying table provides afull list of the indicators examined for this
report. A separate Data Supplement contains the complete data set for Burundi, including data for
the benchmark comparisons, and technical notes for every indicator.

For each topic, the analysis begins with a screening of primary performance indicators These
“level 1” indicators are selected to answer the question: I's the country performing well or not in
this area? The set of primary indicators a so includes descriptive variables such as per capita
income, the poverty head count, and the age dependency rate.

In areas of weak performance, the analysis proceeds to review alimited set of diagnostic
supporting indicators These “level I1” indicators provide more details about the problem or shed
light on why the primary indicators may be weak. For example, if economic growth is poor, one
can examine data on investment and productivity as diagnostic indicators. If a country performs
poorly on educational achievement, as measured by the youth literacy rate, one can examine
determinants such as expenditure on primary education, and the pupil-teacher ratio.4!

The indicators have been selected on the basis of several criteria. Each one must be accessible
through USAID’ s Economic and Socia Database or convenient public sources, particularly on
the Internet. The indicators must be available for alarge number of countries, including most
USAID client states. The data must be sufficiently timely to support an assessment of country
performance that is suitable for strategic planning purposes. Data quality is another consideration.
For example, subjective survey responses are used only when actual measurements are not
available. Aside from a few descriptive variables, the indicators must also be useful for diagnostic
purposes. Preference is given to measures that are widely used, such as Millennium Devel opment

41 Deeper analysis of the topic using more detailed data (level 111) is beyond the scope of papersin this
series.
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Goad indicators, or evaluation data used by the Millennium Challenge Corporation. Finally, an
effort has been made to minimize redundancy. If different indicators provide similar information,
preference is given to one that is simplest to understand. For example, both the Gini coefficient
and the share of income accruing to the poorest 20 percent of households can be used to gauge
income inequality. We use the income share because it is simpler, and more sensitive to changes.

BENCHMARKING METHODOLOGY

Comparative benchmarking is the main tool used to evaluate each indicator. The analysis draws
on severd criteria, rather than a single mechanica rule. The starting point is a comparison of
performance in Burundi relative to the average for countries in the same income group and region
—in this case, low-income countries in Sub-Saharan Africa42 For added perspective, three other
comparisons are examined: (1) the global average for this income group; (2) respective values for
two comparator countries selected by the Burundi mission (Rwanda and Uganda); and (3) the
average for the five best and five worst performing countries globally. Most comparisons are
framed in terms of values for the latest year of data from available sources. Five-year trends are
also taken into account if they shed light on the performance assessment 43

For selected variables, a second source of benchmark values uses statistical regression analysis to
establish an expected vaue for the indicator, controlling for income and regional effects#4 This
approach has three advantages. Firdt, the benchmark is customized to Burundi’s specific level of
income. Second, the comparison does not depend on the exact choice of reference group. Third,
the methodology allows one to quantify the margin of error and establish a*“normal band” for a
country with Burundi’ s characteristics. An observed value falling outside this band on the side of
poor performance signals a serious problem. 45

Finaly, where relevant, Burundi’ s performance is weighed against absolute standards. For
example, the corruption perception index for Burundi was 2.1 in 2004. Regardless of the regiond
comparisons or regression results, thisis a sign of serious economic governance problems.

42 |ncome groups as defined by the World Bank for 2004. For this study, the average is defined in terms
of the mean; future studies will use the median instead, because the values are not distorted by outliers.

43 The five-year trends are computed by fitting alog-linear regression line through the data points. The
alternative of computing average growth from the end points produces aberrant results when one or both of
those points diverges from the underlying trend.

44 Thisisacross-sectional OLS regression using data for all developing countries. For any indicator, Y,
the regression equation takes the form: Y (or InY, asrelevant) =a+ b * In PCI + ¢ * Region + error —
where PCI is per capitaincome in PPP$, and Region is a set of 0-1 dummy variables indicating the region
in which each country islocated. Once estimates are obtained for the parameters a, b and ¢, the predicted
value for Burundi is computed by plugging in Burundi-specific values for PCl and Region. Where
applicable, the regression a so controls for population size and petroleum exports (as a percentage of GDP).

45 This report uses amargin of error of 0.66 times the standard error of estimate (adjusted for
heteroskedasticity, where appropriate). With this value, 25% of the observations should fall outside the
normal range on the side of poor performance (and 25% on the side of good performance). Some
regressions produce avery large standard error, giving a“normal band” that istoo wideto provide a
discerning test of good or bad performance.
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LIST OF INDICATORS

CAS Indicator

Level MDG/MCA/EcGov 2 Code
OVERVIEW OF THE ECONOMY
Growth Performance
Per capita GDP, $PPP | 11P1
Per capita GDP, current US$ I 11P2
Real GDP growth [ 11P3
Growth of labor productivity I 11s1
Investment Productivity - Incremental Capital- 1 1
Output Ratio (ICOR)
Gross fixed investment, % GDP I 113
Gross fixed privat e investment, % GDP I 114
Poverty and Inequality
Human poverty index | 12P1
Income-share, poorest 20% | 12pP2
Population living on less than $1 PPP per day I MDG 12P3
Poverty headcount, by national poverty line | MDG 12P4
PRSP Status | EcGov 12P5
Population below minimum dietary energy 1 MDG 1251
consumption
Poverty gap a $1 PPP aday I 122
Economic Structure
Labor force structure | 13P1
Output structure | 13P2
Demography and Environment
Adult literacy rate | 14P1
Age dependency rate | 14P2
Environmental sustainable index | 14P3
Population size and growth | 14P4
Urbanization rate | 14P5
Gender
Adult literacy rate, ratio of maeto femae | MDG 15P1
Gross enrollment rate, dl levels, ratio of male to | MDG 15p2
female,
Life expectancy &t birth, ratio of male to female | 15P3
PRIVATE SECTOR ENABLING ENVIRONMENT
Fiscal and Monetary Policy
Govt. expenditure, % GDP | EcGov 21P1
Govt. revenue, % GDP | EcGov 21P2
Growth in the money supply | EcGov 21P3
Inflation rate | MCA 21P4
Overall govt. budget balance, including grants, % | EcGov 21P5
GDP
Composition of govt. expenditure I 21s1
Composition of govt. revenue I 212

Composition of money supply growth I 213
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CAS Indicator
Code

MDG/MCA/EcGov 2

Business Environment

Corruption perception index | EcGov 22P1
Doing business composite index | EcGov 22P2
Rule of law index | MCA / EcGov 22P3
Cost of starting abusiness, % GNI per capita 1 EcGov 2281
Procedures to enforce contract 1 EcGov 22
Proceduresto register property 1 EcGov 2233
Procedures to start abusiness 1 EcGov 2
Time to enforce a contract 1 EcGov 255
Timeto register property 1 EcGov 2256
Timeto start abusiness 1 EcGov 2257

Financial Sector

Domestic credit to private sector, % GDP | 23P1
Interest rate spread | 23P2
Money supply, % GDP | 23P3
Stock market capitalization rate, % of GDP I 23P4
Cost to create collateral 1 2381
Country credit rating 1 MCA 2332
Legal rights of borrowers and lenders index 1 233
Real Interest rae | 234

External Sector

Aid, % GNI | 24P1
Current account balance, % GDP | 24P2
Debt serviceratio, % exports | MDG 24P3
Export growth of goods and services | 24PA
Foreign direct investment, % GDP | 24P5
Gross internationa reserves, months of imports | EcGov 24P6
Gross Private capital inflows, % GDP | 24P7
Present value of debt, % GNI | 24P8
Remittance receipts, % exports | 24P9
Trade, % GDP | 24P10
Concentration of Exports 1 24S1
Inward FDI Potential Index 1 242
Net barter termsof trade 1 243
Red effective exchange rate (REER) 1 EcGov 244
Structure of merchandise exports 1 245
Trade policy index 1 MCA / EcGov 246
Economic Infrastructure

Internet users per 1000 people | MDG 25P1
Overall infrastructure quality | EcGov 25P2
Telephone density, fixed line and mobile | MDG 25P3
Quality of infrastructure —railroads, ports, air T 2551
trangport, and electricity

Telephone cost, average locd call 1 252

Science and Technology
Expenditurefor R&D, % GNI 26P1
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CAS Indicator

a

MDG/MCA/EcGov Code
FDI and technology transfer index | 26P2
Patent applications filed by residents | 26P3

PRO-POOR GROWTH ENVIRONMENT

Health

HIV prevalence | 31P1
Life expectancy at birth | 31P2
Maternal mortality rate I MDG 31P3
Access to improved sanitation 1 MDG 31s1
Accessto improved water source 1 MDG 312
Births attended by skilled health personnel 1 MDG 313
Child immunization rate 1 314
(F\’,rve\ei/ghetr}i c;; (é;\ild malnutrition T 215
Public health expenditure, % GDP 1 EcGov 31s6
Education

Net primary enrollment rate | MDG 32P1
Persistence in school to grade 5 | MDG 32P2
Youth literacy rate | 32P3
Education expenditure, primary, % GDP 1 MCA/ EcGov 3251
Expenditure per student, % GDP per capit a— T EcGov 20

primary, secondary, and tertiary
Pupil-teacher ratio, primary school 1 32S3

Employment & Workforce

L abor force participation rate, females, males, | 33P1
total

Rigidity of employment index | EcGov 33P2
Size and growth of the labor force | 33P3
Unemployment rate | 33P4
Agriculture

Agriculture value added per worker | 34P1
Cereal yield I 34P2
Growth in agricultura value-added | 34P3
Agriculturd policy costsindex 1 EcGov 34S1
Crop production index 1 A2
Livestock production index 1 343

& Level | = primary performance indicators, Level |1 = supporting diagnostic indicators

MDG = Millennium Development Goal indicator

MCA = Millennium Challenge Account indicator
EcGov = Mgjor indicators of Economic Governance which is defined in USAID’ s Srategic Management Interim Guidanceto include
“microeconomic and macroeconomic policy and ingtitutional frameworks and operations for economic stability, efficiency, and

growth.” The term therefore encompassesindicat ors of fiscal and monetary management, trade and exchange rate policy, legal and
regulatory systems affecting the business environment, infrastructure quality, and budget allocations.



